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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1985 1986 1987 1988 est. 
Domestic Economy 

Population (thousands) 4,685 197062. 25,510) 25,947 
Annual population growth 1980 - 1987 3.1% 

GDP in current dollars N/A N/A N/A N/A 

Per capita GDP, current dollars N/A N/A 260 N/A 

GDP in local 1966 

shillings % change -1.1 -2.7 4.5 5:3 

Consumer price index change (%) 125 181 239 LT 


Production and Employment 
Labor Force (1,000s) N/A N/A N/A N/A 
Unemployment rate N/A N/A N/A N/A 
Industrial production growth rate -14.5 <-11.2 24.6 N/A 
Govt. oper. deficit as % of GDP -3.5 -5.7 -7.7 -4.0 


Balance of Payments 
Exports (F.0O.B.) 342.9 333.7 S077 
Imports (C.1.F.) 410.4 S32..7 6235.2 
Trade Balance -67.5 -197.1 -315.4 
Current-account balance -130.8 =200.1 =—355.9 
Foreign direct investment (new) N/A 1 N/A 
Foreign debt (year end) N/A N/A 1261 N/A 
Debt-service paid (including IMF) N/A N/A N/A 134.2 
Debt-service owed (including IMF) 194.6 212.6 216.8 
Debt-service ratio as % of 
exports (including IMF) 54 49 59 65 
Gross reserves (year end) 24 27 42 35 
Exchange rate at year end 1275* 1400* 60 


Foreign Investment** N/A N/A 


U.S.-Uganda Trade 
U.S. exports to Uganda (F.A.S.) 6.6 4.2 
U.S. imports from Uganda (C.I.F.) 93.6 139.5 
U.S. share of Uganda exports (%) aaa 34.3 
U.S. share of Uganda imports (%) 1.6 0.8 
U.S. bilateral aid 
Economic (fiscal year) 7.9 14.7 
Military (Thousands of dollars) 30 50 


Principal U.S. exports: Machinery, used clothing. 
Principal U.S. imports: coffee. 


N/A = Not Available * "Old Shillings" 

** U.S. investment is negligible, not measured. 

Note: Accurate, consistent data are not available. Data 
be treated as best estimates. 

Sources: Government of Uganda, International donors. 





SUMMARY 


At Independence in 1962 Uganda was one of Africa’s most pro- 
sperous countries. The start of military rule in 1971 began a 
sad decline. In the 1970s per capita income dropped 42 percent, 
export volumes fell 60 percent; between 1970 and 1980, gross 
domestic product (GDP) fell 25 percent. In mid-1981 a new 
government initiated the 1981 Recovery Program, which sought to 
stabilize the economy and restore growth through fiscal and 
monetary restraint, the establishment of a dual exchange rate 
regime, adjustment of prices, trade liberalism, and removal of 
price controls. The initial response was positive; in 1982 and 
1983 the budget deficit and inflation declined. The recovery was 
transient and partial, with infrastructure improvements lagging. 


GDP dropped 5 percent in 1984; by 1986 the gains of 1982 and 1983 
were wiped out. 


The National Resistance Movement (NRM) came to power in January 
1986 with this economic legacy. The NRM government first 
responded with a series of ad hoc measures. Eventually the 
severity of the economic crisis was realized and the concomitant 
need for comprehensive economic recovery and rehabilitation. The 
Economic Recovery Program (ERP) was launched in May 1987 with the 
objectives to: restore price stability and a sustainable balance- 
of-payments position; restore producer incentives through libera- 
lized price policies and a greater reliance on markets; improve 
capacity utilization in industrial and agroindustrial units; 
better mobilize and allocate public sector resources; rehabili- 


tate infrastructure and restore discipline, accountability, and 
efficiency in the public sector. 


The ERP has been supported by multilateral and bilateral donors, 
but because of limited foreign exchange, the pace of the rehabili- 
tation has been slower than desired. Most bilateral aid is tied 
to procurement in the donor’s country so the best prospects for 
U.S. business are sales to multilaterally supported projects. A 
new foreign investment code is expected in 1989. As the economy 
is rehabilitated and the new investment code becomes operational, 
prospects for joint ventures in tourism, agroindustry, light 
industry, and copper/cobalt mining will open up. Commercial 


quantities of oil may exist in Uganda; exploration should begin 
in 1989. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: After three years of declining output, GDP is 
estimated to have grown 5 percent in 1988. Growth was led by 
agriculture (three-quarters of GDP), which responded to improved 
producer prices, stability, and security in the countryside. 
Industrial production grew by 15 percent as limited foreign 
exchange allowed some rehabilitation and importation of inputs 

and spare parts. Output in 1988/89 should show impressive gains 
as the foreign exchange from late 1987/88 becomes available and 
infrastructure improvements facilitate transportation and distri- 
bution. However, weaknesses exist in the economy which may hamper 





growth. Investment grew by 12 percent in 1987/88, but this was 
led by public investment. Domestic savings fell to 1.8 percent 
of total savings, which allowed a small increase in consumption, 
although on a per capita basis it declined. 


Inflation: The high rate of inflation was evidence of the failure 
of the 1987/88 stabilization attempts. Uganda has historically 
suffered from high (but not hyper) inflation: normally periods of 
accelerating inflation alternate with periods of stable, but high 
inflation. Most consumer prices are set according to the parallel 
market, which has ranged from two to seven times the official 
rate. This limits the market for most consumer goods. 


In late 1987 Uganda hosted the annual meeting of the Preferential 
Trade Area of Eastern and Southern Africa (PTA). The rush to 
complete hotels and other arrangements led to the trebling of the 
money supply fueling a dramatic increase in inflation (estimated 
at 200 percent for 1987/88). Since the new budget was announced 
on July 1, 1988, stabilization has been a government priority. 
The official exchange rate was devalued on July 1, 1988 from 60 
to 150 shillings to the dollar and again devalued to 165 to the 
dollar in December 1988 with only a marginal effect on the 
parallel rate. The new budget combined with tight monetary policy 
and avoidance of financing the budget deficit through the central 
bank appears to have stabilized the economy. Inflation has 
lessened (the government target is 5 percent per month): figures 
for the calendar year 1988 show that inflation for low income 
groups was 177 percent and for middle income groups 127 percent. 
Inflation appears to be under control with monthly inflation 
rates of 1.8 and 1.5 percent in December 1988 and January 1989, 
respectively. 


Agriculture: Agriculture is the basis of Uganda’s economy. With 
over 90 percent of the population living in rural areas, agricul- 
ture accounts for over 75 percent of GDP and contributes over 95 
percent of the export revenue. The government’s efforts to 
rehabilitate the country and economy are aimed at improving 
infrastructure to support agriculture and improving returns to 
producers. In the short and medium term, growth will come from 
the traditional export subsector, with some effort at import 
substitution and nontraditional food crop exports. 


Coffee (see below), tea, cotton, tobacco, sugar, and cacao are 
traditional export crops. Unfortunately, the large tea estates 
were particularly affected by the years of turmoil; many were 
abandoned by owners, or stopped producing because no foreign 
exchange was available for spare parts. Tea rehabilitation has 
begun, but lack of trained manpower is hampering increased 
production. In 1987 production was about one-half of that in 
1978. Cotton production in 1987 was about one-fifth that of 1985, 
principally due to fighting in cotton production regions. Sugar 
production ceased in 1986, but one sugar plant came back on line 
in 1988, and two others should begin production this year or next. 





For the medium and long term, Uganda plans to expand food crop 
production for domestic consumption and diversify export crops. 
With donor support, the government has begun to strengthen 
agricultural support services and increase availability of 
agricultural inputs. The Produce Marketing Board (PMB) is to be 
studied, possibly leading to the restructuring of the role of the 
government in crop purchase, transportation, storage, and 
marketing. 


Coffee: The importance of coffee to the Ugandan economy cannot be 
overstated. Coffee exports account for over 95 percent of export 
revenues. The export tax on coffee traditionally has been the 
major source of government revenue. In 1986/87 coffee accounted 
for about 60 percent of government revenue. It is expected that 
in 1888/89 coffee will account for close to 30 percent of 
government revenue. All coffee for export is marketed through a 
government parastatal, the Coffee Marketing Board (CMB). CMB 
requirements to finance the purchase of coffee from farmers can 
use up to 25 percent of all credit to the nongovernment sector. 


Coffee will continue to be the main export and source of govern- 
ment revenues for the future. As a result, the International 
Coffee Organization’s (ICO) quota system will, to a large extent, 
determine the government coffee revenues, even though efforts to 
barter or countertrade coffee to countries that do not participate 
in the ICO quota system have met with some success in the recent 
past. Despite years of turmoil, coffee has continued to be 
harvested in Uganda because most coffee is grown by small plot 
holders as a source of cash income. 


Debt: Because of past instability, Uganda does not have a large 
debt problem. Total external debt is less than $2 billion. The 
ratio of debt to GDP is about 40 percent or about five times 
exports. Bilateral debt account for about 25 percent of out- 
standing debt; multilateral creditors hold the remaining 75 
percent. More than 90 percent of concessional bilateral debt and 
40 percent of nonconcessional bilateral debt is owed to non-Paris 
Club member countries. The debt service ratio (for medium- and 
long-term debts) was 20 percent in 1983 and increased to 35 
percent in 1987. The debt-service ratio is projected to decline 
gradually over the coming years to 18 percent in 1991 if exports 
increase as foreseen (to $500 million in 1991). Uganda has 
rescheduled its Paris Club debt, and some debt has been forgiven 
by Western creditors. Some of the non-Paris Club member debt has 
been rescheduled. All official debts to the United States have 
been rescheduled. 


Budget: In fiscal year 1988/89, current expenditures are expected 
to be about 7.7 percent of GDP (1990/91 projected to be 7 percent) 
and development expenditures about 7.6 percent of GDP (1990/91 
projected to be 8 percent). The government deficit is estimated 
to be 8.2 percent of GDP (1990/91, 7.2 percent). The Ministries 
of Education and Defense usually require about 50 percent of 





budget outlays. But as the security situation improves, defense 
expenditures could be reduced. Educational expenses will continue 
to climb however as pressure to reduce school fees increases and 
the educational infrastructure and teachers salaries improve. 
Uganda’s deficit is financed through domestic sources (bank and 
nonbank borrowing), and external grants and borrowing. Tax 
receipts in 1988/89 are expected to be 7.8 percent of GDP, growing 
to 8.9 percent in 1990/91. The 1988/89 budget announced in July 
1988 drastically reduced development expenditures when the 
government put its priorities on rehabilitation of infrastruc- 
ture over social services. In 1987/88 the budget target changed 
as defense expenditures increased to meet demand of the war in the 
north and Uganda hosted the Preferential Trade Area meeting. 
Budget pressures should ease in coming years as loss-producing 
parastatals are sold or closed; the large civil service cut by 
dismissals; and tax collection procedures are improved. With 
World Bank support, the government plans to implement a budgetary 
reform program. 


Foreign Exchange Allocation: The government’s Open General 
Licensing Scheme (OGL) for imports allocates foreign exchange in 
advance to qualified industries and overcomes the time consuming 
bureaucratic process of importers requesting official rate foreign 
exchange for every shipment of goods. The OGL is operational, but 
few industries have been added to the list of eligible industries 
since the OGL system began in January 1988. For industries not on 
the OGL system, foreign exchange must be requested through their 
commercial bank who then forwards the request to the relevant 


ministry for a "technical" recommendation before it goes to the 
central bank for foreign exchange allocation. 


The U.S. Agency for International Development (USAID) is providing 
support for an export-import scheme to boost nontraditional 
agricultural exports (all agricultural products except coffee, 
tea, and cotton). Previously all exporters were required to 
convert foreign exchange earning to local currency at the Central 
Bank. The low official rate was a major disincentive to export. 
The new scheme allows exporters to import goods (within 180 days 
of the export) with the proceeds of export sales. The new plan 
should encourage exports and at the same time increase the supply 
of consumer goods, spare parts, and inputs while reducing the 
demand for official foreign exchange allocations. However, there 
is no provision to allow foreign exchange earners to repatriate 
profits or repay commercial loans, limiting interest in the plan 
to local exporters who have agricultural land to exploit. The 
problems of local and international transport, packaging 
materials, storage facilities, and export expertise will require 
time to overcome. 





IMPLICATIONS FOR THE UNITED STATES 


For the short and medium term, the major thrust of investment and 
trade to Uganda will be for the rehabilitation of infrastructure. 
Since most bilateral donor support is tied to goods from the donor 
country, the best sources of business will flow from World Bank 
and other multilateral donor programs. The World Bank plans to 
support projects in the following sectors: agriculture, educa- 
tion, health, transportation, electricity, and telecommunications. 
On the parastatal side, the government, with World Bank support, 
is attempting to divest itself or reduce its ownership position 
invsome parastatals. The government also holds many properties 
(6,000 - 7,000) that were confiscated from Asians and other 
foreigners in the 1970s. Some of the Asian properties and 
parastatals offer good investment opportunities. At the same 
time, purchasers may have to assume liabilities such as 
overstaffed, underpaid, and undertrained work forces. The 
government may wish to retain a controlling share (51 percent) 

in a business that it divests, limiting the foreign control. 


To support direct foreign investment, a new investment code is 
scheduled to be announced in mid-1989. Although an investment 
code now exists, it is not operational. Those foreign firms now 
operating in Uganda are mainly Asian or British firms with long 
histories of operating in East Africa. Most firms complain about 
the difficult operating environment in Uganda and the delay in 
profit repatriation. Wages are low and the high rate of inflation 
makes large, unpredictable wage increases the norm. Labor organi- 


zations are increasingly active. Although education is a priority 
for most Ugandans, the educational system in Uganda has sadly 
deteriorated over the past 15 years. Hiring, adequately compensa- 
ting, and retaining a capable, dedicated work force can be 
problematic, considering the poor motivation the low salaries 
offer. 


The best opportunities for U.S. investment will be in tourism and 
agricultural processing for export. However, until road and rail 
rehabilitation progresses, domestic and international transit of 
goods will be difficult and expensive. 
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